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OATH OR AFFIRMATION

1, Edward R. Anderson : swear (or affirm) that, to the
bast of my knowledge and belief the accompanying financial statement and supporting scheduls pertaining to the firm of
‘Hoak Breedlove Wesneski & (% ‘ ¢ ° ¢
as
December 31, 2002 °

_, are true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

’

Executive Vice President
Tie

Finance and Administration

’Ih:s report** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.
" (¢) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.

(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Credxtors

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

() Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(&) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report. : : :
() A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
X (o) Independent auditor’s report on internal control. : .

gos 0 HOERBRERERR

*<For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).



Report Pursuant to Rule 17a-5(D) of the Securities and Exchange Commission

Hoak Breedlove Wesneski & Co.
December 31, 2002
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by

Grant Thornton %

Accountants and Business Advisors

Report of Independent Certified Public Accountants

Board of Directors
Hoak Breedlove Wesneski & Co.

We have audited the accompanying statement of financial condition of Hoak Breedlove Wesneski & Co as of
December 31, 2002, and the related statements of operations, changes in stockholder’s equity (deficit),
changes in liabilities subordinated to claims of general creditors, and cash flows for the year then ended.
These financial statements are the responsibility of the Company’s management. OQur responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Hoak Breedlove Wesneski & Co. as of December 31, 2002, and the results of its operations and
its cash flows for the year then ended, in conformity with accounting principles generally accepted in the
United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I and II is presented for purposes of additional analysis and
is not a required part of the basic financial statements, but is supplementary information required by Rule
17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

The accompanying financial statements have been prepared assuming that the Company will continue as a
going concern. As discussed in Note H to the financial statements, the Company incurred a net loss of
$1,756,651 in 2002, and total assets at December 31, 2002, were $127,131. Also, the Company is dependent
upon its parent to provide certain services and pay overhead expenses of the Company. Its parent had
significant losses in 2002 and a stockholders’ deficit of §2,459,066 at December 31, 2002. These matters raise
substantial doubt about the Company’s ability to continue as a going concern. Management’s plans in
regards to these matters are also described in Note H. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

Dot Sorcton £ 17

Dallas, Texas
February 7, 2003

Suite 500

1717 Main Street
Dallas, TX 75201
T 214.561.2300
F 214.561.2370
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Grant Thornton LLP
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Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

STATEMENT OF FINANCIAL CONDITION

December 31, 2002

ASSETS
Cash and cash equivalents $ 78,610
Recetvables, net of allowance for doubtful accounts of $28,032 14,034
Other assets 34,487
Total assets $___12 1

LIABILITIES AND STOCKHOLDER’S EQUITY
Accounts payable and accrued expenses $ 25,419
Commitments and contingencies -
Stockholder’s equity

Common stock, $0.10 par value; authorized, 1,000,000 non-voting shares and
9,000,000 voting shares; 1ssued and outstanding, 200,000 non-voting shares

and 9,000,000 voting shares 920,000
Additional paid-in capital 13,629,672
Accumulated deficit {14.447.960)

Total stockholder’s equity 101,712
Total liabilities and stockholder’s equity $__ 127131

The accompanying notes are an integral part of this statement.
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Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

STATEMENT OF OPERATIONS

Year ended December 31, 2002

Revenues
Investment banking $ 955,011
Interest and dividends 17,557
972,568

Expenses
Employee compensation and benefits 1,349,629
Communications 136,570
Occupancy and equipment costs 208,485
Promotional 49,169
Interest 435,750
Other 549.616
2729219
Net loss $(1,756,651)

The accompanying notes are an integral part of this statement.
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Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY (DEFICIT)

Year ended December 31, 2002

Additonal
Common stock paid-in Accumulated
Shares Amount capital deficit Total

Balances at January 1, 2002 9,200,000 $920,000 $ 3,047,012 $(12,691,309)  § (8,724,297)
Forgiveness of subordinated

borrowings from parent,

including interest thereon - - 10,582,660 - 10,582,660
Net loss - - - (1,756,651) (1.756.651)
Balances at December 31, 2002 9,200,000 $920,000  $13,629,672 $(14,447,960) $__101,712

The accompanying notes are an integral part of this statement.
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Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

Year ended December 31, 2002

Liabilities subordinated to claims of general creditors
at January 1, 2002

Repayments during the year
Forgiveness of subordinated borrowings

Liabilides subordinated to claims of general creditors
at December 31, 2002

The accompanying notes are an integral part of this statement.

6

$ 10,700,000

(600,000)

(10,100,000



Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

STATEMENT OF CASH FLOWS

Year ended December 31, 2002

Cash flows from operating activities

Net loss $(1,756,651)
Adjustments to reconcile net loss to net cash used in
- operating activities:

Depreciation and amortization 37,807
Loss on disposal of assets 1,069

Changes in operating assets and habilities
Trade receivables 151,355
Other receivables 171,718
Other assets 9,277
Accounts payable and accrued expenses (1,035,143)
Affiliate balances 444 846
Deferred compensation {(50,384)

Net cash used in operating activities

Cash flows from investing activities

(2,026,106)

- Purchases of property and equipment (2,089)
Proceeds from disposal of property and equipment 172,144
Net cash provided by investing activities 170,055
Cash flows from financing activities
Payment of subordinated borrowings (600.,000)
Net decrease in cash and cash equivalents (2,456,051)
Cash and cash equivalents, beginning of year 2,534,661
Cash and cash equivalents, end of year $___78,610
Supplemental disclosures
- Cash paid for
Income taxes % -
Interest $_435.750

The accompanying notes are an integral part of this statement.
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Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

NOTES TO FINANCIAL STATEMENTS

December 31, 2002

NOTE A - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Hoak Breedlove Wesneski & Co. (the “Company™) is a broker-dealer in securities registered with the
Securitles and Exchange Commission (SEC), is a member of the National Association of Securities
Dealers (NASD) and the Securities Investor Protection Corporation (SIPC). The Company is a wholly-
owned subsidiary of HBW Holdings, Inc. (“Holdings”). The Company is engaged primarily in the
business of providing financial services, including consulting and investment banking., Effective
October 31, 2001, it discontinued its general securities brokerage business.

A summary of the significant accounting policies consistently applied in the preparation of the
accompanying financial statements follows.

Cash Equivalents

The Company considers highly liquid investments with original maturities of three months or less, that are
not held for sale in the ordinary course of business, to be cash equivalents.

Revenues

Revenues consist of retainer fees and success fees earned from corporate finance services. Corporate
finance services provided relate to corporate consulting, private placements and mergers and acquisitions.
Retainer fees are recognized in income when received if the Company has no performance obligation.
Success fees are recognized in income upon closing of the transaction.

Advertising Expense

The Company expenses advertising costs as incurred. For the year ended December 31, 2002, advertising
expense was approximately $5,440.

Income Taxes

The Company accounts for income taxes under the asset and lability method required by Statement of
Financial Accounting Standards No. 109, Aecounting for Income Taxes. Deferred income taxes are
recognized for the tax consequences of “temporary differences” by applying enacted statutory tax rates
applicable to future years to differences between the financial statement carrying amount and the tax basis
of existing assets and liabilities. The Company is included in the consolidated Federal income tax return
filed by Holdings. For financial statement reporting purposes, income tax amounts are calculated as if the
Company filed a separate return.



Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2002

NOTE A - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - Continued

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the
United States of America, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the financial statements and revenues and expenses
during the reporting period. Actual results could differ materially from those estimates.

NOTE B - NET CAPITAL REQUIREMENTS
Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is required to maintain minimum net capital, as defined under such provisions. Net capital and
the related net capital ratio may fluctuate on a daily basis. At December 31, 2002, the Company had net
capital of §31,619 and net capital requirements of $5,000. The Company’s ratio of aggregate indebtedness
to net capital was 0.80 to 1. The maximum permitted ratio is 15 to 1.

NOTE C - INCOME TAXES

The provision for income tax reconciled to tax computed at the statutory federal rate was:

Tax at statutory rate $(597,261)
State taxes, net of federa] effect (52,808)
Change in valuation allowance 649,447
Expenses not deductible 4,801
Dividends received deductions (4.179)
-

Deferred tax assets and liabilities at December 31, 2002, consist of the following:

Deferred tax assets

Net operating loss and contributions carryforwards $ 5,208,125

Accounts payable and accrued expenses 134,576

Accounts and notes receivable 35,029

Other 1,275

Total deferred tax assets 5,379,005

Less valuation allowance ' (5,379,005
Net deferred taxes $ -



Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2002

NOTE C - INCOME TAXES - Continued

A valuation allowance has been provided because of uncertainties regarding recovery of the $5,379,005
net deferred tax asset.

At December 31, 2002, the Company has net operating loss carryforwards of approximately $14,074,000
expiring between 2018 and 2022.

NOTE D - EMPLOYEE BENEFITS

The Company has a 401(k) Profit Sharing Plan, under which employees who have completed three
months of service and are at least twenty-one years of age may voluntarily contribute up to 15% of
compensation. The Company contributes 3% of employee compensation for all eligible employees and, at
its discretion, matches 50%, up to 6%, of employees’ contributions. During the year ended December 31,
2002, the Company’s contribution under the Plan was approximately $50,000.

NOTE E - SUBORDINATED BORROWINGS

The Company had two loan agreements with Holdings. All borrowings under the agreements were
unsecured and subordinate to all claims of general creditors. On Apnil 12, 2002, the Board of Directors of
Holdings approved the forgiveness of the subordinated loans amounting to $6,000,000 plus unpaid
interest of $482,660. On July 22, 2002, additional subordinated loans amounting to $4,100,000 were also
forgiven. The total subordinated loans and interest forgiven of $10,582,660 was recorded as an addition
to the Company’s additional paid-in capital during the year ended December 31, 2002.

NOTE F - SERVICES AGREEMENT WITH HOLDINGS

On July 1, 2002, the Company and Holdings entered into a one-year renewable Services Agreement
whereby Holdings agreed to provide certain services to the Company and to pay all overhead expenses,
excluding license and other fees paid to a government agencies and any contractual obligations of the
Company. As base compensation for the services provided by Holdings, the Company will pay Holdings
a service fee equal to 85% of the Company’s monthly adjusted net operating income as defined. During
the year ended December 31, 2002, total service fees paid or accrued to Holdings were $109,948.

NOTE G - COMMITMENTS AND CONTINGENCIES

The Company 1s involved in certain litigation ansing in the ordinary course of business. Management
believes that the ulumate outcome of litigation will not have a material adverse effect on the future results
of operations or financial position of the Company.
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Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2002

NOTE H - LIQUIDITY MATTERS

The accompanying financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America, which contemplate continuation of the Company as a
going concern. However, the Company incurred a net loss of $1,756,651 in 2002, and had assets of
$127,131 at December 31, 2002. Also, as discussed in Note F, the Company is dependent upon Holdings
to provide certain services and pay overhead expenses of the Company. Holdings had a shareholders’
deficit of $2,459,066 at December 31, 2002, and incurred a net loss for the year then ended from its own
operations of $2,024,973.

The ability of the Company to continue as a going concern is dependent upon its succeeding in its
operations. To improve its operations and liquidity, the Company and Holdings have implemented
various measures including cost reduction programs and sublease of office space. Although the effect of
these measures is not assured, management believes these measures and future revenue will be sufficient
to meet operating requirements.
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SUPPLEMENTAL INFORMATION

Pursuant to Rule 17a-5
of the Securities Exchange Act of 1934
as of
December 31, 2002



Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

December 31, 2002

NET CAPITAL
Total stockholder’s equity
Deduction and/or charges
Non-allowable assets
Recervables
Other assets
Other deductions
Net capital before haircuts on securities positions

Haircuts on securities

Net capital

AGGREGATE INDEBTEDNESS

Accounts payable and accrued expenses

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required (6-2/3% of total aggregate indebtedness)
Minimum dollar net capital requirement of the Company

Net capital requirement (greater of above two minimum requirement amounts)

Net capital in excess of required minimum
Excess net capital at 1000%

Ratio: Aggregate indebtedness to net capital

RECONCILIATION WITH UNAUDITED FOCUS REPORT

$14,034
34,487

Schedule 1

$101,712

$ 1,695
$ 5,000
$.5.000
$.26,619
$.29.077

08001

There were no material differences in the computation of net capital under Rule 15¢3-1 from the Company’s
computation included in its unaudited amended Focus Report as of December 31, 2002.



Hoak Breedlove Wesneski & Co.
(a wholly-owned subsidiary of HBW Holdings, Inc.)

COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS UNDER RULE 15¢3-3
OF THE SECURITIES AND EXCHANGE COMMISSION

As of December 31, 2002

The Company is exempt from Rule 15¢3-3 pursuant to the provisions of subparagraph k(2)(i).
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REPORT ON INTERNAL CONTROL

Required by SEC Rule 17a-5
Year ended December 31, 2002



Grant Thornton &%

Accountants and Business Advisors

REPORT ON INTERNAL CONTROL

Board of Directors
Hoak Breedlove Wesneski & Co.

In planning and performing our audit of the financial statements and supplemental schedules of Hoak
Breedlove Wesneski & Co. (the Company) for the year ended December 31, 2002, we considered its internal
control, including control activities for safeguarding securities, in order to determine our auditing procedures
for the purpose of expressing our opinion on the financial statements and not to provide assurance on
internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests of cornphance with such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g), in making the
periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemption provisions of rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in any of the following:

e Making quarterly securities examinations, counts, verifications, and comparisons
e Recordation of differences required by rule 17a-13

¢ Complying with the requirements for prompt payment for securnties under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control structure
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
controls and of the practices and procedures refetred to in the preceding paragraph and to assess whether
those practices and procedures can be expected to achieve the SEC’s above-mentioned objectives.

Two of the objectives of internal control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of mnherent limitations in internal control or the practices and procedures referred to above, errors
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Suite 500

© 1717 Main Street

Dallas, TX 75201
T 214.561.2300
F 2145612370
W www.grantthornton.com
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Grant Thornton &%

Our consideration of internal control would not necessarily disclose all matters in internal control that might
be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. However, we noted
no matters involving internal control, including procedures for safeguarding securities, that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2002, to meet the SEC’s objectives.

This report is intended solely for the use of the Board of Directors, management, the SEC, the National
Association of Securities Dealers, Inc., and other regulatory agencies that rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and should not be used
for any other purpose.

et Swvilon L 1P

Dallas, Texas
February 7, 2003
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